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GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the safe and sound operation of the
institution. Upon conclusion of such exam nation, the agency nust prepare a
witten evaluation of the institution's record of meeting the credit needs of
its community.

Thi s docunment is an evaluation of the CRA performance of North Shore Bank of
Conmerce, Duluth, M nnesota, prepared by the Federal Reserve Bank of

M nneapolis, the institution's supervisory agency, as of July 8, 1996. The
agency rates the CRA performance of an institution consistent with the
provisions set forth in Appendix Ato 12 CFR Part 228.

I NSTITUTION'S CRA RATING: This institution is rated " Qutstanding."

The CRA eval uation reveal ed several factors that support rating the bank's CRA
performance outstanding. First, the bank's |oan-to-deposit ratio is high and
evi denced a continuously inproving trend since the | ast evaluation. Second,
the bank has originated a mpjority of its loans to assessnent area residents
and busi nesses. Third, the bank actively extends |oans to | ow and noder at e-

i nconme individuals and small businesses. Finally, the bank | ends to persons
and busi nesses throughout the assessment area and actively originates loans to
busi nesses | ocated in | owincone census tracts.
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The followi ng table indicates the perfornmance | evel

Comrer ce,
criteria.

Dul ut h, M nnesot a,

of North Shore Bank of

with respect to each of the five perfornmance

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

NORTH SHORE BANK OF COMVERCE
DULUTH, M NNESOTA
PERFORVMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Loans

Loan-to-Deposit Ratio X
Lendi ng i n Assessnment Area X
Lendi ng to Borrowers of X
Different Incones and to

Busi nesses of Different

Si zes

Ceographic Distribution of X

Response to Conpl aints

No CRA conpl aints were received
since the previous eval uation.
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DESCRI PTI ON OF | NSTI TUTI ON

Based on its size and financial condition, the bank effectively nmeets the
credit needs of residents and businesses |located within its assessnent area.
The prior CRA evaluation, also perforned by the Federal Reserve Bank of

M nneapolis, simlarly revealed that the bank's perfornmance in neeting
conmunity credit needs was outstanding. The bank operates five full-service
of fices and six automated teller machi nes ("ATMs") throughout the assessnent
area, including ATMs in a grocery store and conveni ence store in Duluth. The
main office is located in Duluth's downtown commercial district. The bank
operates full-service branches at 4801 East Superior Street, 17 Calvery Road,
and 1600 MIler Trunk H ghway in Duluth and one full-service branch in
Hermantown. It al so operates a nortgage | oan production office in d oquet,
M nnesot a.

According to its June 30, 1996, Report of Condition ("ROC'), the bank's assets
total ed approximately $111 mllion. The June 30, 1996, ROC indicates that the
bank is primarily a residential real estate and commercial |ender; the bank's
| oan portfolio is conposed of 51% consuner real estate and 41% comerci a

| oans. Consuner | oans nmake up the bal ance of the bank's |oan portfolio. The
conposition of the bank's |oan portfolio reflects the | evel of denmand for
specific types of |oans by nenbers and busi nesses of the assessnent area.

The bank offers a variety of |oan products to fulfill the credit needs of the
residents and businesses within its assessnent area. Prior to the |ast

eval uati on, bank nanagenent decided to devote significant resources to

devel oping a residential real estate |oan departnment. Wth the establishment
of this loan department, the bank committed to devel oping its narket share of
the Duluth consunmer real estate credit market. Toward this end, the bank
offers a variety of consumer real estate credit products, including
construction, nobile hone, Federal Housing Adm nistration ("FHA"), Department
of Veteran Affairs ("VA'"), FHA Title | hone inprovenent, M nnesota Housi ng

Fi nance Agency ("MHFA"), and conventional closed-end |loans. Its open-end
credit products include hone equity lines of credit. It also offers hone

i nprovenent | oans up to 110% of the val ue of the hone.

In addition to its consuner real estate products, the bank offers consunmer and
conmercial loans. One of its conmercial credit products is Small Business
Adm nistration loans. Al of its loan products have flexible terns in order
to nmeet the credit needs of the community. Since the |ast evaluation, the
bank recogni zed that nunerous borrowers repeatedly applied for small consuner
loans. To serve this sector of the comunity better, the bank devel oped a
personal line of credit for consuners. It continues to offer snall

cl osed-end consuner | oans but directs appropriate borrowers to the persona
line of credit as a nore cost-effective means of accessing credit. The bank's
ot her open-end, consumer |oan products include credit cards and overdraft
lines of credit. 1t also offers traditional single-paynment and install nment

| oans for consuner purposes.

The bank has origi nated | oans under several special |oan prograns to benefit

| ow and noderate-income persons since the |ast evaluation. The bank has
originated | oans through a nonprofit group that facilitates the purchase of
residential real estate by |ow and noderate-income famlies. The nonprofit
group purchases and rehabilitates homes, which are then sold to qualifying
famlies. The organization sells only the house, not the real property, which
is held in trust. Wen the house is sold, purchasers only pay for the val ue
of the home, making the acquisition nore affordable. The bank originates the
pur chase- noney, residential nortgages under this program

The bank al so participates in the Central Hillside First-Ti me Honebuyers
Program This programis sponsored by the MHFA and the city of Duluth. The
bank has committed to extendi ng $900, 000 in | oans for the purchase of one- and
two-fam |y owner-occupi ed residences |located in the Central Hllside

nei ghbor hood. Thi s nei ghborhood is Duluth's | ow and noderate-income area.
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The bank is the exclusive adm nistrator of |oans originated pursuant to this
progr am

The bank is al so the exclusive adm nistrator of |oans originated pursuant to
the Target Census Tract Programfor St. Louis County. This |oan program
facilitates the acquisition of residential property located in St. Louis
County census tracts 12, 13, 16, 17, 18, 19, 25, 27, 28, 32, and 33. The
program benefits househol ds with adjusted i ncomes of $28,000 or |ess. Under
this program the bank originates |owinterest |oans and borrowers may qualify
for | ow down paynents or down paynment assi stance

The bank al so originates | oans under several other prograns adm nistered by
the VHFA. It participates in purchase/rehabilitation residential |oan
prograns that will permt persons to buy older homes with sufficient funds to
make i nprovenents. This | oan program does not have any incone restrictions
but is expected to benefit | ow and noderate-inconme persons. The bank al so
participates in MHFA's Mortgage, Hone | nprovenent Loan, and the Low Cost Hone
Energy Loan prograns.

DESCRI PTI ON OF NCRTH SHORE BANK OF COMVERCE' S ASSESSMENT AREA

Al t hough the bank operates one main office, four branches, and one | oan
production office, it has defined only one assessment area for purposes of
CRA. The bank's assessnent area is the southern section of St. Louis County,
M nnesota, which is |located on the shore of Lake Superior, approximtely

150 miles north of Mnneapolis-St.Paul, Mnnesota. As such, it is located in,
but includes only part of the Duluth, M nnesotal/Superior, Wsconsin,
metropolitan statistical area ("MSA"). The assessnent area does not include
C oquet, M nnesota. The bank's assessnent area has a popul ation of 122,295,
according to 1990 census data, and includes the cities of Duluth, Hernmantown,
and Proctor. The MSA population is 239,971. Based on a 1995 prelimnary
estimate, the city of Duluth's popul ati on has stabilized at 85, 665.

The MSA includes a section of the Fond du Lac Indian Reservation
("Reservation"), which is located in north-central Carlton County and borders
southern St. Louis County. A snmall section of the Reservation, where the

tri bal governnent operates a casino, is located in Duluth. The bank's
assessnment area includes the section of the Reservation that is |ocated in

Dul uth but borders on the rural portion of the Reservation, which is | ocated
south of the assessnent area. The Reservation residents generally obtain bank
services fromfinancial institutions |located in Coquet, Mnnesota, due to its
proximty to the Reservation

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper income. Because the bank's assessment area is located in an MSA, the
categorization of a borrower or census tract's inconme is determned relative
to the MBA median famly income. Pursuant to CRA's definitions, |owincone
i ndi vi dual s have i ncones of |ess than 50% of the MSA nedian famly incone,
whi | e noder at e-i ncone i ndi vi dual s have incones of at |east 50% but |ess than
80% of this amount. The regul ation defines m ddl e-i ncone individuals as
persons with inconmes of at |east 80% but |ess than 120% of the MSA nedi an
famly income. Individuals with incones of 120% or nore of the MSA nedi an
famly income are classified as upper-incone persons. Census tracts are
classified using simlar categories based on the level of the nmedian famly
i ncome in the geography. According to the 1995 updated census data, the
median famly inconme for the Duluth, M nnesotal/Superior, Wsconsin, MSAis
$36, 300.

The bank's assessment area is 47 census tracts. Based on 1990 census data, it
i ncl udes eight [ owincone census tracts: 16, 17, 19, 22.99, 25, 25.99, 28,
and 32. The total population in the |lowincome tracts is 7,755 with two
tracts, 22.99 and 25.99, having a popul ation of 10 or fewer persons. The
assessment area al so includes 10 noderate-inconme tracts: 12, 13, 14, 18, 20,
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24, 26, 27, 33, and 37. These tracts have a total population of 18,943. The
ot her sectors of the assessment area are defined as m ddl e- and upper-i ncone
areas and include the follow ng census tracts: 1, 2, 3, 4, 5, 6, 7, 8, 9, 10,
11, 22, 23, 29, 30, 31, 34, 36, 38, 101, 102, 103, 104, 105, 106, 111, 112,
113, and 114. These tracts have a total popul ation of 95, 597.

According to 1990 U S. Census data, the assessnent area's nedian famly incone
is $32,065, while its nedian household incone is $25,168. There are 31, 195
famlies and 47,621 households in the bank's assessnment area. Approximately
10% of the famlies and 15% of the households residing in the assessnent area
have i ncones bel ow the poverty |l evel. The nunber of famlies and househol ds
with incones bel ow the poverty level within the assessnment area is fewer than
such fam lies and households in the entire MSA but nore than those statew de.
The distribution of fam |y and househol d i ncome for the assessnent area is
summarized in the follow ng table.

ASSESSMENT AREA POPULATI ON DI STRI BUTI ON BY | NCOVE LEVEL
Low Moderate | Mddle Upper
Unit of Measure I ncome | ncome I ncome I ncome
Househol ds Conpared to 24% 15% 17% 44%
Medi an Househol d | ncone
Fam |ies Conpared to 18% 17% 23% 42%
Medi an Fam |y | ncone
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The city of Duluth's Departnment of Planning & Devel opnent's Conmunity

Devel opnment & Housing Division has conducted a review of equal housing
opportunities in Duluth. It has issued a report entitled Analysis of

| mpedi nents and Fair Housing Plan for the Gty of Duluth ("Analysis"). The
Anal ysis findings indicate that there are several inpedinments to equal housing
in the Duluth market. Some of these inpedinments are econom c while others

i ndicated potential illegal discrimnation. The Analysis states that

af f ordabl e housi ng, poverty, and deteriorating housing stock are anong the
econom ¢ barriers limting equal housing opportunities. The Analysis also
states that "[t]here is a belief anong housi ng advocates and providers that
di scrimnation on the basis of race, famlial status, receipt of public

assi stance, and disability " is a problemin Duluth. The Analysis,
however, appears to focus primarily on rental property issues. Wth respect
to lender activity, the report notes that the denial rate for mnority
applicants warrants further investigation and states that there is a need for
rental property rehabilitation financing in the area. The Analysis did not
find that any particular financial institution had engaged in illega

di scrimnation

The Analysis findings state that the Duluth's | owincome househol ds spend a

di sproportionate amount of inconme on housing-rel ated expenses. It also states
that | owincone househol ds cannot afford nost of the existing housing stock in
Dul uth. According to bank managenent, real property values in Duluth are
typically | ow, however, in 1992 prices increased significantly and remained
hi gh for approximately two years. Currently, real property val ues have
stabilized and are increasing at a rate of .25%per nonth. Conmunity contacts
famliar with the housing situation in Duluth noted that much of the city's
housi ng stock is in need of substantial renovation. The |ack of adequate
housi ng for | ow and noderate-income residents, whether rental or owner-
occupied, was identified as a significant issue for the area by severa
conmunity representatives. The city of Duluth and | ocal |enders have been
partners in attenpting to address this problemw th special |oan prograns
targeted to | ow and noderate-i ncone persons.

Nurer ous bank and nonbank financial institutions serve the credit needs of
residents and busi nesses |located in the Duluth area. The city is served by 16
bank and nonbank | enders, making the market for financial services very
conpetitive. The nonbank | enders include nortgage conpanies and credit

uni ons. According to the Home Mortgage D sclosure Act ("HVDA") data for the
assessment area, the bank is among the top three local residential housing

| enders, defined as banks conbined with affiliate nortgage conmpanies. Wth
respect to commercial lending in the Duluth market, loan pricing is very
sensitive due to the presence of two nultistate regional banks.

Accordi ng to bank nmanagenent, the Duluth econony is fairly stable, and the
unenpl oynent rate is considered |low. The [ocal econony is reasonably
diversified with tourism higher education, and medical care facilities
representing the area's | argest enployers. According to census data, in

St. Louis County, 96% of the businesses enploy 49 or fewer enployees. The
retail trade and service industries represent 66% of |ocal business
establ i shments and enpl oy 63% of St. Louis County enpl oyees. Those enpl oyed
in these industries are generally less well paid than those in technica
fields. 1In general, the Duluth job market does not have a significant nunber
of high paying technical jobs. Recently, conmercial devel opnment efforts
appear to be directed toward attracting such enployers to the Dul uth market.

Exam ners contacted several government officials and community services groups
as part of the bank's CRA evaluation. Information fromthese contacts was
used in eval uation the bank's CRA performance

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank's performance in nmeeting the credit needs in its assessnent area is
consi dered outstanding. The following criteria were analyzed to determ ne
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this rating.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit rati o exceeds the standards for satisfactory
performance. The bank's quarterly |oan-to-deposit ratio has fluctuated

bet ween 60% and 73% si nce the | ast evaluation. Based on the March 31, 1996
Uni form Bank Performance data, the bank's | oan-to-deposit ratio of 69% ranks
the bank in the 51st percentile in conparison with its peers. Based on the
data for the seven cal endar quarters since the |ast evaluation, the quarterly
average of the bank's net |oan-to-deposit ratio is 66% The follow ng chart
summari zes the bank's quarterly | oan-to-deposit ratio and its conponents since
the | ast evaluation, dated Cctober 12, 1994.

NET LOANS DEPCSI TS NET LOAN- TO
DATE (I'n thousands) | (I n thousands) | DEPCSI T RATI O
Decenber 31, 1994 $57, 380 $96, 177 60%
March 31, 1995 $60, 336 $99, 565 61%
June 30, 1995 $64, 830 $96, 588 67%
Sept enber 30, 1995 $66, 444 $98, 699 67%
Decenmber 31, 1995 $69, 113 $101, 045 68%
March 31, 1996 $70, 431 $101, 690 69%
June 30, 1996 $74, 950 $102, 685 73%

The bank's average | oan-to-deposit ratio is conparable to the quarterly
average ratios of its local competitors. Based on quarterly ROC data from
Decenber 31, 1994, to June 30, 1996, the following table identifies the asset
size and quarterly average | oan-to-deposit ratios for the bank and its
conpetitors.
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TOTAL ASSETS QUARTERLY AVERAGE
(June 30, 1996) LOAN- TO- DEPCSI T

BANK AND LOCATI ON (I'n thousands) RATI O
North Shore Bank of Conmerce $111, 083 66%
Dul ut h, M nnesot a
Conpetitor A $ 76, 251 67%
Dul ut h, M nnesot a
Conpetitor B $ 69, 424 79%
Dul ut h, M nnesot a
Conpetitor C $ 63, 353 70%
Dul ut h, M nnesot a
Conpetitor D $ 17,439 63%
Dul ut h, M nnesot a

In addition to the conpetitor banks |isted above, several nonbank entities
extend credit to residents and businesses within the bank's assessnent area.
The many financial institutions operating within the bank's assessnent area
create a very conpetitive credit market for the types of |oans offered by the
bank. As reflected by the conpetitor data, it appears that the demand for
credit in the Duluth market is strong, and |ocal banks are willing to extend
credit to fulfill the needs of |ocal residents and busi nesses.

As the conpetitor data show, the bank does not conpete against any simlarly
sized banks in the Duluth area. The bank's quarterly average | oan-to-deposit
ratio is lower than three of its smaller competitors. The bank's | oan-to-
deposit ratio, however, does not reflect the sale of residential real estate
|l oans to the secondary |oan market. The bank actively engages in this
activity, and its |l oan-to-deposit ratio would increase between 3%to 8%if
such loans were reflected in its |loan-to-deposit ratio set forth above. The
bank's quarterly average | oan-to-deposit ratio, including |oans sold during
each cal endar quarter since the last evaluation, is 72%

Since the | ast evaluation, the bank has experienced significant growh inits
| oan portfolio. On Septenmber 30, 1994, the bank's net |oans, exclusive of

| oans sold on the secondary market, total ed approximately $56 mllion. By
June 30, 1996, the loan portfolio had increased by 34%to approxi mately

$75 nmillion. Its ROC data shows that the bank has consistently increased the
size of its loan portfolio in each quarter since the last evaluation. None of
the bank's | ocal conpetitors have sustained such consistent |oan growth during
the same time period. Since Septenber 30, 1994, the conpetitors' |oan
portfolios have increased between 2% and 39%

The bank's | oan-to-deposit ratio exceeds the standards for a satisfactory
rating. The bank has successfully increased its | oan portfolio in each
gquarter since the last evaluation. It has acconplished this continuous growth
through actively selling |oans to the secondary market. The bank's average
quarterly loan-to-deposit ratio reflects the earlier periods when the |oan
portfolio was significantly |lower. Based on discussions with managenent, it
appears that the |oan-to-deposit ratio in nmore recent quarters nore accurately
depicts the bank's | ending performance. Consequently, despite the fact that
ot her | ocal conpetitors have a higher quarterly average | oan-to-deposit ratio,
the bank's lending activity exceeds that standards for a satisfactory rating
in this category.

COVPARI SON OF CREDI T EXTENDED | NSI DE AND QUTSI DE THE ASSESSMENT AREA

The bank's lending activity within its assessnent area exceeds the standards
for satisfactory performance. For the |oans sanpled during the eval uation
the bank made a substantial majority of its originations to residents and
busi nesses of its assessnent area. The table bel ow shows the percentage of
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t he bank's consuner, overdraft checking, hone inprovenent, residential rea
estate purchase noney, residential real estate refinance, and comercial | oans
that were extended to nenbers of the assessnent area.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA
Total Nunber of Total Amount of

Loan Type Loans Loans
Consumer 94 93
Overdraft Checking 100 100
Home | npr ovenent 100 100
Resi dential Real Estate 99 99
Pur chase Money
Resi dential Real Estate 99 99
Ref i nance
Commer ci al 86 68

The data are based on a statistical sanmpling of consumer, overdraft checking,
and commercial |oans originated in the six nonths before the evaluation. The
residential real estate purchase noney, refinance, and hone inprovenent data
are based on 100% of the bank's 1995 HVDA data. The percentage of conmerci al
loan originations within the assessnent area is sonewhat |ower than the
consuner | oans because the sanple includes a nunber of |oans to a business
whi ch supports commercial tourismactivity inside the assessnent area but is
| ocated outside the assessment area.

In 1994 and 1995, the bank reported 497 and 456 HVDA | oans, respectively. In
1994, the bank approved 83% of the HVDA | oan applications fromresidents of

the assessnent area. |Its origination rate to assessnent area residents
increased slightly to 84%in 1995. The bank's HVDA | oan approval rate
exceeded that of all lenders in the assessnent area in 1994 and 1995. The

MBA' s aggregate |l enders' origination rates averaged 80% and 77%in 1994 and
1995, respectively.

As the data indicate, the bank's lending activity is concentrated within the
assessment area. Accordingly, the bank's | ending exceeds this category's
standard for satisfactory performance.
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Lending to Borrowers of Different Inconmes and to Businesses of Different Sizes

The bank's |l evel of lending to individuals of different inconmes and to

busi nesses of different sizes exceeds the standards for satisfactory
performance. As discussed, the CRA classifies incone |levels into four
categories: |low, noderate, mddle, and upper incone. The 1990 nedi an
househol d and fam |y incones for the bank's assessnent area are $25, 168 and
$32, 065, respectively. Both figures are higher than the 1990 MSA medi an
househol d and family incomes of $23,690 and $30, 561, respectively.

The foll owing table shows the percentage of the sanpled | oans nade to
borrowers of different incone |evels.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY BORROVWER | NCOVE LEVELS*
Low Moder at e- M ddl e- Upper -
| ncone | ncone | ncone | ncone
Loan Type Borrowers | Borrowers | Borrowers | Borrowers

Consurmer

Total Nunber of Loans 22% 21% 28% 29%

Total Amount of Loans 21% 15% 22% 23%

Overdraft Checking

Total Nunber of Loans 14% 24% 24% 38%

Total Amount of Loans 10% 22% 19% 41%

Home | npr ovenent

Total Nunber of Loans 13% 23% 28% 36%

Total Amount of Loans 9% 13% 23% 55%

Resi dential Real Estate

Pur chase Mbney

Total Nunber of Loans 14% 22% 27% 37%

Total Amount of Loans 9% 15% 25% 48%

Resi dential Real Estate

Refi nance

Total Nunber of Loans 7% 16% 23% 54%

Total Amount of Loans 2% 10% 16% 67%

*Income | evel is determ ned based on the 1995 nedian fam ly incone for

the Dul uth, M nnesota/ Superior, Wsconsin, NMA of $36, 300.

10
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The data reveal s that the bank extends a | arge percentage of its consuner
loans to I ow and noderate-income borrowers. Segregated by the categories set
forth in the table, these | oans represented the follow ng percentage of the
total number and anmount of |oans in the sanple.

DI STRI BUTI ON OF LOANS | N ASSESSMENT AREA TO LOW
AND MODERATE- | NCOVE BORROVNERS

Low and Mbder at e-

Loan Type I ncone Borrowers
Consurmer
Total Nunber of Loans 43%
Total Amount of Loans 36%
Overdraft Checking
Total Nunber of Loans 38%
Total Amount of Loans 32%
Home | npr ovenent
Total Nunber of Loans 36%
Total Amount of Loans 22%

Resi dential Real Estate
Pur chase Mbney

Total Nunber of Loans 36%
Total Amount of Loans 24%
Resi dential Real Estate

Refi nance

Total Nunber of Loans 23%
Total Amount of Loans 12%

*I ncone | evel is determ ned based on the 1995 nedi an
famly income for the Duluth, M nnesota/ Superior,
W sconsi n, NMSA of $36, 300.

1990 census data show that | ow and noderate-income househol ds conprise 39% of
t he assessnent area popul ation while such fanmilies conprise 36% of the sane
area. Mre specifically, |low and noderate-inconme househol ds represent 24%
and 15% respectively, of the | ocal population. Lowincone famlies represent
18% and noderate-incone famlies represent 17% of the assessnent area

popul ation. Thus, the bank's consuner |ending to | ow and noderate-incone
borrowers generally equals or exceeds the representati on of such persons in
the assessnent area.

Based on 1994 and 1995 HVDA data, the bank origi nates HVDA | oans to | ow and
noder at e-i ncone applicants. In 1994, the bank received 212 applications and
originated 168 | oans to such applicants. These nunbers declined slightly in
1995 when the bank received 208 applications and originated 163 | oans to

| ow and noderate-income persons. These applications represented 37% and 35%
of the bank's HVDA | oan applications in 1994 and 1995, respectively. During
this sane period, however, the bank approved but did not originate tw | oans

to low and noderate-incone applicants. |In each year, the bank approved 79%
of HVDA | oan applications fromsuch persons. During these sane periods, the
information for all lenders in the assessment area shows that 30% of HVDA | oan

applications were froml|ow and noderate-inconme persons and 71% and 66% of
these applications resulted in |oan originations in 1994 and 1995,
respectively. Based on these data, the bank's HVDA | oan activity to | ow and
noder at e-i ncome borrowers exceeds that of other |enders in the assessnent

ar ea.

11
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Based on the | oans sanpl ed during the eval uation, the bank originates a
substantial majority of its commercial |oans to small businesses. In
addition, alnost all of the sanpled | oans had | oan anmounts of $100, 000 or
less. The follow ng table shows the distribution of the bank's conmerci al
| oans to small businesses.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA
TO SMALL BUSI NESS BORRONERS*

LOAN AMOUNT
$250, 000

Less than $100, 000 to $1, 000, 000

$100, 000 to $250, 000
Total Nunber of Loans to 51 4 0
Smal | Busi nesses
Total Nunber of Loans to 81 80 0
Smal | Busi nesses as a
Per cent age of Sampl e
Total Amount of Loans to 93 7 0
Smal | Busi nesses as a
Per cent age of Sampl e

*Smal | busi nesses are defined as business with gross annual revenues
of less than $1, 000, 000.

Based on the incone distribution of the bank's consunmer borrowers, loans to
smal | busi nesses, and denographi cs of the assessnment area, the bank's |evel of
lending to | ow and noderate-incone borrowers and snmall busi nesses exceeds the
standards for satisfactory performance.

Ceographic Distribution of Loans

The distribution of the bank's |oans throughout the assessment area exceeds
the standards for satisfactory performance. As previously discussed, the
bank's assessnment area is located in an MSA and includes eight | owincone and
ten noderate-incone census tracts. The bank's nmain office is located in a

| owi ncome census tract, which is in Duluth's commercial district. The
follow ng tabl e shows the distribution of the bank's consuner and conmerci al
loans in those | ow, noderate-, mddle- and upper-incone census tracts | ocated
within the assessnent area.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA
BY CENSUS TRACT | NCOVE LEVEL
Low Moder at e- M ddl e-
I nconme I ncone I ncone Upper - | ncone
Loan Type Census Tract | Census Tract | Census Tract | Census Tract

Consuner
Total Number of Loans 1% 8% 45% 45%
Total Anopunt of Loans 0% 13% 38% 49%
Overdraft Checking
Total Number of Loans 3% 10% 50% 37%
Total Anount of Loans 2% 11% 46% 41%
Home | npr ovenent
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Total Nunber of Loans 1% 6% 59% 34%
Total Amount of Loans 0% 8% 55% 37%

Resi denti al Rea
Est at e Purchase Mney

Total Nunber of Loans 4% 20% 43% 34%
Total Amount of Loans 2% 14% 46% 38%

Resi denti al Rea
Estate Refinance

Total Nunber of Loans 2% 6% 58% 34%
Total Amount of Loans 2% 4% 56% 38%
Commer ci al

Total Nunber of Loans 37% 9% 36% 19%
Total Amount of Loans 51% 13% 22% 15%

The bank's consuner |ending performance in the | ow and noderate-income census
tracts is nerely reasonabl e considering the representation of residents in
these tracts as conpared to the total assessment area popul ation. The tota
popul ation in the | owinconme census tracts within the assessnent area is 7, 755,
which is 6% of the total assessnent area population. The total population in
the noderate-incone census tracts is 18,943, which is 15%of the tota
assessment area popul ation

Based on 1994 and 1995 HVDA data, the bank origi nates HVDA | oans to applicants
residing in low and noderate-income census tracts. In 1994, the bank

recei ved 85 applications and originated 67 | oans to such applicants. These
nunbers inproved in 1995 when the bank received 89 applications and origi nated
78 loans to persons residing in | ow and noderate-incone census tracts. In
each year, approximately 15% of the bank's HVDA | oan applications were from
such persons. Further, the bank's origination rates for |oans to these
persons were 79% and 88% for 1994 and 1995, respectively. During these sane
periods, the information for all lenders in the assessnent area shows that 14%
of HVDA | oan applications were frompersons residing in | ow and noderat e-

i ncome census tracts and 76% and 73% of these applications resulted in |oan
originations in 1994 and 1995, respectively.

As the data indicate, the bank actively originates |oans to snall busi nesses
located in | owincome census tracts within its assessnment area. As previously
noted, small businesses, defined for this purpose as establishnments enpl oying
fewer than 50 enpl oyees, represent approximately 96% of the businesses
operating in St. Louis County. Numerous businesses are located in the

downt own conmercial district, which includes parts of census tracts 16, 18,

19, and 20. Each of these tracts is defined as | ow or noderate-incone census
tracts.

Al t hough the bank's consuner |endi ng perfornmance is reasonabl e considering
popul ati on denographi cs, the commercial |oan activity supports and exceeds
satisfactory rating for this category. At 41%of the |oan portfolio,
conmerci al | oans represent the bank's second | argest | oan category. Further
t he bank's HVDA data shows that the bank is outperform ng other consumer rea
estate |l enders in the assessnent area.

Services and | nvestnents

The bank operates five full-service offices throughout its assessnent area.
The main office is located in a | owincome census tract in the Duluth's

downt own conmercial district. The main office is open from8:30 a.m to

5:00 p.m during the business week. |Its drive-in services are available from
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8:00 aam to 6:00 p.m during the business week and from9:00 a.m to noon on
Saturday. Since the |last evaluation, the bank installed an deposit-taking ATM
at the main office in order to increase the availability of its services to
deposit custonmers. The bank al so operates a cash di sbursement ATMin one

ot her | owincone census tract in Duluth.

In addition to providing its services at the main offices, branches, and ATMs,
bank customers can access credit and | oan information by tel ephone. The bank
provi des custoners with a toll-free tel ephone nunber. 1In addition to
accessi ng account information, the bank's conmmercial customers can
electronically transfer funds fromlines of credit to deposit accounts.

Since the | ast evaluation, the bank has devel oped several new deposit and
credit account products. Two such deposit account products are the Snmal

Busi ness Checki ng Account and the Conmunity Checki ng Account. Through these
accounts, the bank offers special fee arrangenments to small businesses and
conmuni ty/ nonprofit organizations. Since the |ast evaluation, the bank has
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al so devel oped the Busi ness Ready Money Line of Credit, which can be approved
directly by branch loan officers for the custonmer's conveni ence. Approved
borrowers use this product for overdraft protection on conmercial accounts.

A bank representative serves on the Duluth 1200 Fund Inc.'s |loan conmttee.
Thi s | oan program finances comercial |oans for small businesses that

ot herwi se woul d not have access to credit. Under this program the city and a
| ocal financial institution each fund 50% of approved |oans. The city's |oan
is extended at an interest rate of 5% The bank representati ve who serves on
the funds | oan committee provides technical credit underwiting expertise
during the approval process.

Since the | ast evaluation, the bank has made nunerous contributions to

organi zations that serve | ow and noderate-incone individuals. The bank's
services and investnents | end additional support to the Qutstandi ng CRA
performance. While these activities augnment the CRA program the Qutstanding
rating is assigned due to the bank's strong | endi ng perfornmance.

CGenera

The eval uation did not reveal any credit practices that are inconsistent with
t he substantive provisions of the fair housing and fair Iending | aws and
regulations. It did reveal violations of the technical reporting requirements
of the HVDA's Regulation C. During the evaluation, managenent promn sed pronpt
corrective action

The bank has not received any CRA conplaints since the previous eval uation
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